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Globalization and corporate failure have triggered scholars to examine the link between enterprise risk 
management (ERM) implementation and firm performance. Several studies have investigated the effects 
of ERM implementation on firm performance. However, the relationship between ERM implementation and 
firm performance have been inconclusive. Several studies have failed to support the value relevance of 
ERM implementation. There seem to be no agreement concerning the hypothesized benefits of ERM 
implementation in organisations. Hence, the prime objective of this paper is to examine the moderating role 
of organisational innovativeness on the relationship between ERM implementation and the performance of 
financial institutions in Nigeria. Using a survey approach, the researcher randomly selected 163 firms from 
five subsectors of Nigerian financial institutions. Partial Least Squares Structural Equation Modelling (PLS-
SEM) was used to test the hypotheses. The findings of the study reveal that ERM implementation has 
positive and significant effects on the performance of financial institutions in Nigeria. Furthermore, the study 
establishes that organisational innovativeness moderates the relationship between ERM implementation 
and the performance of financial institutions in Nigeria. The results of this study offer valuable insight to 
financial institutions, regulators, and researchers to further understand the role of enterprise risk 
management implementation and organisational innovativeness in increasing firm performance. The study 
recommends that firms should put in place mechanisms that would allow them to exploit their innovative 
potentials to strengthen enterprise risk management implementation in order to improve firm performance. 
Keywords: Enterprise risk management framework, organisational innovativeness, Nigerian financial 




The speed of globalization and the opportunities offered by emerging markets had forced financial 
institutions to redesign their business strategies and risk management initiatives (Zurich, 2011). Despite 
several efforts and legislations by firms and regulatory agencies around the world significant instability 
persists thereby obscuring the ability of organisations to manage risk efficiently and sustain a comfortable 
level of control (KPMG, 2013; Zurich, 2011). The global economy has remained fragile and susceptible to 
all sources of risks; because of intensive competition and rapid technological advancement (Manab, 2009; 
Manab, Kassim, & Hussin, 2010). These challenges are growing faster than most organizations can 
imagine; thereby distorting the value-creating capacity of firms (KPMG, 2011). One of the largest corprate 
failures that affected the global financial system was the fall of the Lehman Brothers (Kwaku & Mawutor, 
2014). Lehman Brothers was a leading US firm with a net worth of about US600 billion dollars (Bris, 2010). 
Poor risk management practices had led the firm to loss about $3.9 billion dollars (Kwaku & Mawutor, 2014).  
Wolf (2008) contended that poor risk management practices and the inability of firms to anticipate adverse 
economic events and take appropriate decisions had led to the significant drop in financial institutions 
performance. In the case of Nigeria, the financial institutions have remained fragile and ill-performing 
(Sanusi, 2010). The systemic laxity has prevented some institutions to be proactive in identifying factors 
that are likely to undermine business operations. In fact, numerous reports have cited weak risk 
management strategies as one of the leading causes of inefficiencies and corporate failure in Nigeria (CBN, 
2010, 2012).  
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While several studies have investigated the relationship between ERM practices and firm performance 
(Doherty, 2000; Hoyt, Moore, & Liebenberg, 2008; Manab & Ghazali, 2013; Manab et al., 2010; Meier, 
2000; Mikes & Kaplan, 2014), the findings of majority of these studies have been mixed and inconclusive 
(Abdullah et al., 2012; Bertinetti, Cavezzali, & Gardenal, 2013; Togok, Ruhana, & Zainuddin, 2014). In fact 
several studies have failed to support the value relevance of ERM (Ballantyne, 2013; Hafizuddin-Syah, 
Abdul-Hamid, Janor, & Yatim, 2014; Mikes & Kaplan, 2014; Don Pagach & Warr, 2010)(Mikes & Kaplan, 
2014). There seem to be no agreement concerning the hypothesized benefits of ERM implementation 
(Beasley, Pagach, & Warr, 2008; Togok et al., 2014).  Contextually, most of the available literature in ERM 
have focused on developed economies with few studies in Asia and Latin America (Fadun, 2013a; Togok 
et al., 2014). Therefore, there is a paucity of research on ERM practices in Africa particularly, in Nigeria. 
Further, the few studies in Nigeria are primarily conceptual studies that explained the theoretical benefits 
of ERM practices (Fadun, 2013a). Studies have reported that ERM remains a fertile subject for research 
because of the paucity of studies and inconsistencies in findings(Mikes & Kaplan, 2014; Togok et al., 2014). 
The differences in corporate cultures, as well as the timing of the adoption, may require researchers to 
examine the context under which firms implement ERM initiatives (Fraser, Schoening-Thiessen, & Simkins, 
2008). Fraser et al. (2008) contended that further research efforts are needed in the field of ERM to enable 
risk managers to learn from the experiences of organisations and countries that have effectively 
implemented ERM.  
 
Following the suggestions of some scholars (Gordon, Loeb, & Tseng, 2009; Hafizuddin-Syah et al., 2014) 
on the need to incorporate a third variable with a view to strengthening the relationship between ERM 
implementation and firm performance. This study, based on the argument provided by Baron and Kenny 
(1986), introduced organisational innovativeness as a moderating variable with the possibility of 
strengthening the relationship between ERM implementation and firm performance. As such the prime  
between ERM implementation and the performance of financial institutions in Nigeria. The remaining part 
of the paper is arranged as follows:  Section 2 reviews previous literature on the study variables. Section 3 
presents the methodology.  Section 4 reports the findings of the study while section 5 concludes the paper. 
 
LITERATURE REVIEW 
2.1 Firm Performance 
Recently, the challenges of the global business environment have re-echoed the need for corporate 
organisations to have more concerns about the success of organisations. Companies are confronted with 
intensive competition, technological innovation, change in customer demands, and advanced methods of 
production (Hakkak & Ghodsi, 2015). It has further increased the ability of organisations to search and 
identify factors that will enable them to withstand the pressure of the dynamic economic environment. This 
is because successful organizations represent a critical ingredient for development (Gavrea, Ilies, & 
Stegerean, 2011). 
 
Firm performance has been viewed as one of the most important variables that attracted the attention of 
researchers in both finance and management literature (Gavrea et al., 2011). Firm performance is a concept 
that explains the extent to which an organization achieves objectives. It indicates how organisations have 
been peering overtime (Saeidi, Sofian, Zaleha, & Abdul, 2014). Firm performance is an indicator that helps 
to evaluate and measure how an organization succeeds in realizing business objectives to all its 
stakeholders  (Antony & Bhattacharyya, 2010). It is simply the firms’ ability to achieve its objective through 
the application of available resources in an efficient and effective manner (Asat, Maruhun, Haron, & Jaafar, 
2015).  
A number of studies have used different types of performance indicators to measure firm performance. For 
example, Murphy, Trailer and Hill (1996) identified 71 performance parameters that have been used by 
researchers to measure both financial and non-financial performance. In most situations, researchers use 
financial ratios to explain firm performance.  For instance, measures such as return on investment, return 
on sale and return on equity are some of the commonly used parameters to measure performance (Saeidi 
et al., 2014). Others have also used value based measures such as the stock market returns, Tobin’s Q 
ratio to explain firm performance (Gatzert & Martin, 2013; Hoyt & Liebenberg, 2011; Tahir & Razali, 
2011).Likewise, other scholars used market value added measures, such as economic value added, cash 
flow growth measures, dividend growth and sales growth measures (Ling, Simsek, Lubatkin, & Veiga, 2008; 
Uadiale, 2010). 
eISBN 978-967-0910-76-5 1533
Conference on Business Management 2017 





While it is significant to spot the implication of historical accounting measures, companies are encouraged 
to go beyond the use of historical accounting metrics to have broader criteria for measuring firms’ 
performance. It is even more important when organisations are interested in the strategic importance of a 
business strategy. Kaplan and Norton (1996) argued that financial performance measures have not been 
efficient in explaining business performance, particularly in a competitive and turbulent business 
environment. As such, they introduced BSC as a comprehensive measure that utilises both financial and 
non-financial performance. Similarly, the 2008 global financial crisis have made various organisations to 
re-assessed and consider the role of non-financial measures. They believe that the current economic 
realities have created the need to consider non-financial measures as the most important factors for long-
term organizational success. Thus, financial measures have failed to recognize the dynamic nature of the 
global business environment (Al-Swidi, 2012). Similarly, Johannessen, Olaisen and Olsen (1999) carried 
out an extensive review to identify the best parameters for measuring firm performance. They concluded 
that relying on historical financial measures may not sufficiently explain firm performance. Al-Swidi (2012) 
argued that historical accounting parameters do not always explain actual performance making it difficult 
to predict future performance. 
 
Consequently, studies have argued that ERM drives value not only in terms of financial benefits but also in 
non-financial terms performance measures (Gates, Nicolas, & Walker, 2012). Power (2009) argued that 
the failure of risk management might be due to an “impoverished conception of risk appetite”. Further, he 
maintained that ERM became lost in the procedural detail of internal control, financial regulations, and 
accounting systems. In this connection, Blaskovich and Taylor (2011) reported that reliance on accounting 
historical measures may not give a clear outcome of a risk management implementation. Moreover, 
nonfinancial subjective performance metrics may have lower measurement accuracy but they focus on 
components that directly relates to operations that are within the control of the management (Chow & Van 
Der Stede, 2006). Recent scandals had revealed situations where firms engaged in unethical accounting 
strategies to omit relevant information about firms’ financial data (Cohen, Holder-Webb, Nath, & Wood, 
2012). The nonfinancial measure offers a tool for measuring the firm performance arising from intangibles 
and future cash flows that are not captured by traditional accounting measures (Cohen et al., 2012). 
Nonfinancial measures possess more explanatory power when compared with financial convention ratios 
(Riley, Pearson, & Trompeter, 2003). For these reasons, this study defined firm performance (financial and 
non-financial) as the ability of an enterprise to increase firm’s earnings, achieve strategic business goals 
and improve managerial decisions capabilities. 
 
2.2 Concept of Enterprise Risk Management 
The dynamic nature of business environments and the alarming reports of corporate frauds around the 
globe have triggered world business leaders to examine the effectiveness of risk management programmes 
on organisational success (Dafikpaku, 2011). This development has brought risk management issues to 
the forefront in both developed and the developing economies. Similarly, following the various corporate 
scandals and bankruptcies of leading business firms, the United States of America (USA) introduced the 
Sarbanes-Oxley regulations in 2002 to prevent further firm’s failure. Dionne (2013) affirmed that these 
regulations have not been able to prevent the 2008 global financial crisis. For example in 2008, a US firm, 
Merrill Lynch lost about $30 billion on the back of soured mortgage investments due to risk management 
failure (Fadun, 2013b).  It is in this view that organisations saw the need to search for a more comprehensive 
approach to organisational risk called enterprise risk management (ERM). 
 
Miller (1992) is among the first leading scholars to examine the theoretical benefits of ERM. He is among 
those who provided an alternative approach that best handle the inefficiencies of traditional risk 
management by proposing an integrated risk management approach. Miller further argued that the 
segregated treatment of risks (traditional approach), as it exists in management literature, does not provide 
a sufficient foundation for examining the implications of strategic decisions.  Explaining the benefits of ERM 
to organisations,  Nocco and Stulz (2006) reported that ERM creates value to organisations in two ways. 
Firstly, at the macro level, ERM creates value through the efforts of senior management to measure and 
establish a risk-return trade-off in the entire organisation. It allows firms to put in place the necessary capital 
and resources for implementing effective business strategies. At the micro level, ERM instills a risk culture 
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across the entire firms. It becomes a way of life for managers and employees at all levels of the company 
to ensure that all material risks are assessed, and risk-return tradeoffs carefully appraised. 
 
The risk management function has become a central issue for business firms having the objective to identify, 
analyse and manage the sources and effects of uncertainty and risks in a company (Ciocoiu & Dobrea, 
2010). At present, organizations have come to the conclusion that no matter how insignificant, business 
risk  can cause considerable damage to organisations due to the interaction of risk with other events, 
(Ciocoiu & Dobrea, 2010). Hence, scholars and professional bodies have provided several definitions of 
ERM.  
 
Some studies have tried to provide a comprehensive explanation of the meaning of ERM. Kloman (1992) 
asserted that risk management is mostly based on the idea that risk managers should manage "holistically" 
all organizational risks. This view is purposely harmonious with total quality management (TQM) principles 
and relies heavily on the language and concepts of engineering and operations management. The main 
reason for risk management is to enable an organization attains its primary goals and objectives (its mission) 
in the most direct and efficient way. Also,  Lam (2000) defined ERM as a unified framework for managing 
operational risk, credit risk, market risk, economic capital, and risk transfer to maximize firm value. This 
definition further highlights the concept of a holistic approach to risk issues in organisations. 
 
Casualty Actuarial Society (2003) defined enterprise risk management as a discipline that enables an 
organisation to assess, control, exploit, finance and monitor risks from all sources for the purpose of 
increasing the stakeholder value. Similarly, COSO (2004, P. 2) defined ERM as: 
 
 “A process, effected by entity’s board of directors, management and 
personnel, applied in a strategy setting and across the enterprise, designed 
to identify potential events that may affect the entity, and manage risk to be 
within its risk appetite, to provide reasonable assurance regarding the 
achievement of entity objectives”.  
This definition has clearly put the whole theoretical argument of ERM in perspective. That ERM is a multi-
dimensional process aligns with the operational activities of organisations. This definition has further 
articulated all the components of ERM and what is needed to ensure the effectiveness of ERM in the firm. 
Specifically, it identifies the role of management and other personnel in providing reasonable assurance 
regarding the achievement of entity’s objectives. It has also emphasized the role of employee involvement 
throughout the entire process of ERM implementation and enforcement (Togok et al., 2014). Similarly, Lai 
and Samad (2011) asserted that ERM is a process of identifying and analyzing risk from a company-wide 
perspective. It is a structured and disciplined approach that aligns strategy, processes, people, technology 
and knowledge with the aim of evaluating and managing the uncertainties facing the business enterprise.  
 
Specifically, ERM ensures that organisational strategies are tied to business objectives; enhance the overall 
value of the organisations, and enable organisations to develop a risk-matured culture that will facilitate 
proper risk assessment (Fadun, 2013a; Meulbroek, 2002; Monda, Giorgino, Psrvlxp, Monda, & Giorgino, 
2013; Protiviti, 2006). In the light of the above discussion, it can be affirmed that ERM is simply an integrated 
process that identifies, assesses and measure all aspects of risks that are likely to affect the operating 
efficiency of the business organisations. It is in that view that Standard and Poor's (2013) defined ERM as 
a holistic risk management process that adequately control unexpected losses within the framework of cost-
benefit optimization analysis. This definition views ERM as a systematic process that cut across the entire 
organisational structure. Thus, this study defined  ERM as an integrated risk management process initiated 
by the top management for identifying, prioritising and managing potential events and operations across 
the entire enterprise; that could affect the entity’s ability to remain within its risk appetite, and improve firm 
performance. 
 
2.3 Organizational Innovativeness 
For an organisation to achieve a milestone in its risk management initiative, it requires new ideas and 
subscribes to the best ways of doing things (Hyrsky & Tuunanen, 1999). The concept of innovativeness 
can be traced to the Roger's diffusion of innovation theory (Sahin, 2006). Rogers consider innovativeness 
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in terms of time of adoption. It is viewed as behavioral transformation that explains the extent to which a 
particular unit or individual adopt new ideas relatively earlier than any other unit or individual within a society 
or industry. Organisational innovativeness is defined as the degree to which a business firm develops and 
launches new ideas faster than its competitor (Hurley & Hult, 1998; Wang, Ahmed, Catherine, & Pervaiz, 
2004). Weerawardena and O’Cass (2004) defined innovativeness as the use of ideas that are new to the 
firm to increase the value of the firm either directly or indirectly. The value could be entrenched either in the 
products, processes, work organization, management or marketing systems. Innovativeness refers to a 
firm’s receptivity and inclination to adopt new ideas that lead to better performance. Wang et al.(2004) 
defined organizational innovativeness as the ability of the organization to combine sound strategies and 
behavior to introduce new products and open new opportunities. Apparently, Innovative activities are the 
steps and processes that lead to the implementation of innovation (Gamal, Salah, & Elrayyes, 2011). 
Innovation is usually an iterative process in which the output of earlier activities becomes the input for the 
later process (Drucker, 1999).  Innovativeness has become an important driving factor in the success or 
survival of many organisations (Quinn, 2000; Riivari, Anna-Maija, Kujala, & Heiskanen, 2011). A simple and 
comprehensive definition of innovativeness are the ones proposed by Lin, Peng and Kao (2008) who 
viewed innovativeness as openness to new ideas as a characteristic of an organisational culture. According 
to Rubera and Kirca (2012), the conceptualization of innovativeness may account for variation in 
determining its effects on firm performance. They identified innovativeness from different perspectives. 
Innovativeness can be conceptualized from the inputs perspectives that relate to research and development. 
It can also be viewed from the outputs perspectives which relate to the creation of new products or 
innovative culture, which relates to risk taking ability of the firm. 
 
Again, studies have discovered that the most innovative organisations are those that can genuinely deal 
with risk, in the long run. Innovativeness can assist in creating an agile organisations that are capable of 
exploiting today’s dynamic business environment (The Economist Intelligence Unit, 2014). This present 
study argued that the rate at which an organization innovate will moderate the relationship between ERM 
implementation and organisational performance. This is because for the risk management process to be 
effective, it must embrace innovative and creative thinking in all aspects of risk identification process and 
response (Hillson, 2005). Innovativeness is one of the essential features that an organisation requires to 
attain a competitive edge. In fact, for business to survive, managers ought to perceive and manage risk in 
an innovative way (Hyrsky & Tuunanen, 1999). It is the propensity of a firm to engage in and support new 
ideas, novelty, and creative processes (Kamaruddeen, Yusof, & Said, 2010). Consistent with Lumpkin and 
Dess (1996), this study defined innovativeness as the willingness and ability of a firm to be opened, 
receptive and conistently engages in supportive activities and creative processes in line with organisational 
objectives. Hence, drawing from the assumption of resource based view, this study incorporate 
innovativeness as a contingent variable to strengthen the relationship between ERM implementation and 
firm performance. 
 
2.4 Enterprise Risk Management Implementation and Firm Performance 
In the last three decades, numerous studies had attempted to explain the role of ERM implementation in 
improving operational efficiency of business firms. Schmit and Roth (1990) examined the effectiveness of 
risk management practices within the insurance industry. The study indicated that sound risk management 
practices reduces the cost of capital. Similarly, Simkins and Smithson (2005) held the view that ERM 
reduces the volatility of cash flow and the likelihood of financial despair. Again, Lai and Samad (2011) 
asserted that ERM implementation significantly reduces the cost of financial distress and lower the cost of 
external financing. In fact, the advocates of ERM value relevance have argued that firms implement ERM 
in order  to aggregate companies’ risk that may affect business operations (Hoyt et al., 2008).  
 
Similarly, Hoyt and Liebenberg (2011) investigated the effects of ERM programs on firm value. The study 
indicated that ERM (which is determined by institutional investors and firm size), is positively related to firm 
value. In a study of Thailand context, Laisasikorn and Rompho (2014) assessed the effect of ERM 
implementation on the firms’ financial performance. The results of the study indicated that the ERM program 
and Performance mearsurement have a weak positive association with firm’s financial performance as 
proxied by return on assets (ROA), return on equity (ROE) and earnings per share (EPS).  
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Again, an empirical study (Tahir & Razali, 2011) established a positive but insignificant relationship between 
ERM and firm value. The study used Tobin’s Q as a proxy to firm value along with other factors (Size, 
Leverage; Return on Asset, International Diversification). The findings of the study failed to support the 
assertion that ERM positively affects firm performance. However, the period of the research (which is one 
year) might have been the reasons for their inability to determine the complexities associated with ERM 
implementation. In a comparative review of empirical studies, Gatzert and Martin (2013) reported that 
company size and institutional ownership positively influenced ERM adoption and that ERM has a positive 
impact on firm performance. On the contrary, the benefits of ERM is not immediate because implementing 
the components of ERM takes time to penetrate the organisations (Moeller, 2011). 
 
In contrast, Gates, Nicolas and Walker (2012) examined the influence of ERM framework (based on four 
components of COSO) on firm performance in both US and Europe. They reported that the benefits 
associated with ERM adoption had led to the improvement of managerial performance. Further, they linked 
ERM implementation to greater management consensus and sound decision-making process. It suggests 
that ERM implementation framework improves the management ability to formulate sound decisions. 
Further, In a mixed method study of housing developers in Malaysia, Asat, Maruhun, Haron and Jaafar 
(2015) examined the relationship between the ERM implementation and organizational performance using 
the partial least square technique. The findings revealed a positive correlation between ERM 
implementation and firms’ financial and non-financial performance. 
Likewise, Bertinetti, Cavezzali and Gardenal (2013) examined the impact of ERM implementation on firm’s 
value and to discover the determinants of ERM implementation. The study indicated a significant positive 
relationship between the ERM adoption and the firm value. However, the study has not used any variable 
that controls for market inefficiencies. These constraints could in a way affect the estimation capacity of 
firm’s value using Tobin’s Q as utilized in the study. Ghazali and Manab (2013) investigated the effect of 
ERM on firm value via the Malaysian Code of Corporate Governance (MCCG). The study found a positive 
relationship between ERM implementation and the performance of firms listed in the Malaysian stock 
market. 
 
In a study of Nigerian context, Torbira and Ngerebo (2012) investigated the relationship between risk 
management and the performance of firms using Gross Fixed Capital Formation (GFCF) as a proxy. Their 
findings have shown that sound risk management practices affect the growth of the firm at least in the short 
run.  In a related study, Obalola, Akpan and Olufemi (2014) reported a positive link between the ERM 
implementation and organizational performance in Nigeria. The study used contingency reserve, 
shareholders’ fund, gross premium and net premium as ERM indicators. 
 
However, Gordon, Loeb and Tseng (2009) revealed that the association between ERM and firm 
performance is relied on the appropriate match between ERM and five contingent variables (environmental 
uncertainty, industry competition, firm size, firm complexity, and board of directors’ monitoring). In contrast, 
the study selected the contingent variables without clear theoretical justification. Also, McShane, Nair, and 
Rustambekov(2011) used the S&P ERM rating scale as a proxy for ERM quality and linked it to firm value. 
The study revealed a positive relationship between ERM capability and firms’ value. Yet, it felt to provide 
evidence on the relationship between higher ERM rating and firm performance. Conversely, in a US context 
study, Hoyt et al. (2008) found a positive but insignificant relation between ERM practices and firm value. 
The findings indicated that ERM explains only 17 percent variation in the firm value. However, the use of 
ERM announcement as a proxy for ERM implementation may affect the ability of the study to gauge clearly 
the effect of ERM on firm value. 
 
On the contrary, some researchers have questioned the theoretical benefits of ERM implementation. For 
example, Mikes and Kaplan (2014) affirmed that ERM has become an essential element of the modern 
business environment with principles, guidelines, and standards. Despite the level of acceptance among 
world business leaders, the value relevance of this important concept is still debatable. In their study, Mikes 
and Kaplan (2014) claimed that the relationship between ERM implementation and firm performance have 
been mixed and inconclusive. It merely indicates the inability of scholars to identify a suitable framework 
that quickly captures the effects of ERM implementation. In a US context study, Ballantyne (2013) found 
that ERM implementation is not related to the financial performance of firms and that the implementation of 
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ERM alone is not a sufficient condition for accomplish the hypothesized assertions of ERM as highlighted 
in the literature. 
 
Conversely, in a Malaysian context study, Nickmanesh, Zohoori, Musram and  Akbari (2013) carried out a 
study to investigate the influence of ERM on firm performance. Their results indicated that the number of 
independent non-executive members and the size of the risk management committee have significant 
positive impact on return on asset. Also, board size and number of independent non-executive directors 
were seen to have active and meaningful impacts on Turnover.  On the overall, the study has revealed a 
significant but negative relationship between the existence of the risk management committee and return 
on asset. Similarly, in an American context study that specifically focused on U.S. insurance sector,  Lin et 
al. (2012a) indicated a strong negative relationship between ERM practices and firm value. In a related 
study, Hafizuddin-Syah, Abdul-Hamid, Janor and Yatim (2014) carried out a study using a sample size of 
26 technology firms in Malaysia. The results of their study have shown that the implementation of ERM is 
negatively related to firm performance at 10 percent significant level.  They supported the assumption that 
high implementation cost might have been the reason for the negative relationship between ERM and firm 
performance. 
 
Studies have offered a different explanation as regard the inability of some studies to confirm the theoretical 
postulations of ERM. For example, studies have used the appointment of CRO as a surrogate for ERM 
adoption in organisations (Beasley et al., 2008; Hoyt & Liebenberg, 2011; Donald Pagach & Warr, 2011). 
Likewise McShane, Cox and Butler (2010) and  Baxter, Bedard, Hoitash and Yezegel (2013) used the 
S&P’s ERM rating to measure the relationship between ERM and firm performance. While Gordon et 
al.(2009) developed ERM index to estimate the relationship between ERM and firm performance. To identify 
the presence of ERM practices, Hutchison and Ngoc (2012) examined the relationship between risk 
management committees and firm performance. The study indicated a positive relationship between the 
risk management committee and firm financial performance. They used the existence of risk management 
committee as a signal to ERM implementation. Again, Pooser and McCullough (2012) used Standard and 
Poor’s Ratings to examine whether S&P rating leads to better performance. Findings from the study 
revealed that firms with higher ERM S&P rating on the average experienced fewer shocks and better 
performance.  
 
Likewise, Hafizuddin-Syah et al. (2014) used a dummy variable for ERM to examine its effect on firm 
performance. Examining the utilization of the use of dummy variable as a proxy for ERM, Baxter, Bedard, 
Hoitash, and Yezegel (2013) provided strong evidence to confirm the laxity of these constructs to explain 
the relationship between ERM and firm performance. A thorough review conducted by Abdullah et al. (2012)  
focused on the determinants of ERM adoption and its impact on firm performance concluded that ERM 
practices are sparse due to the lack of risk management knowledge among entities in the organization. In 
another related study, Fadun (2013) reported that majority of firms in Nigeria do not understand the concept 
of ERM; thus, it is not widely adopted in the country.  
 
Based on the above theoretical discussion, it is apparent that the majority of studies that used dummy 
variables to gauge the effect of ERM on the firm value felt to support the value relevance assertion of ERM. 
It justifies the need to examine further the ERM effect through a survey approach that will enable the 
researcher to have a comprehensive view of ERM implementation in the organisation.  Again, there seemed 
to be a paucity of studies on ERM, particularly in developing economies. The situation is even worst in the 
case of Africa as a continent. Therefore, Nigeria being the largest economy in Africa is in dire need of such 
research efforts. Furthermore, the majority of studies in ERM concentrates more on financial aspects (suing 
Tobin’s Q as a proxy for firm value) relegating the non-financial performance measures. Though few studies 
have examined, the significance of ERM on non-financial performance (Asat et al., 2015; Gates et al., 2012), 
suggesting the need to carry out more studies in these areas to appreciate the value relevance of ERM. 
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        Figure 1 
 Conceptual Model  
 
 
The study hypothesized the following relationships: 
H1: There is a relationship between enterprise risk management implementation and firm performance of  
   financial institutions in Nigeria 
H2: There is a relationship between organisational innovativeness and firm performance of financial 
 institutions in Nigeria 
H3: Organisational innovativeness moderates the relationship between enterprise risk management 
 implementation and the performance of financial institutions in Nigeria 
 
RESEARCH METHODOLOGY  
 
The population of this study consist of five segments of the Nigerian financial sector (banking, insurance, 
pension, mortgage, and microfinance companies). These five segments are considered as the hub of 
productive activities of the Nigerian financial system (Olusegun, Ganiyu, & Oluseyi, 2013). Out of a total of 
270 firms (CBN, 2012), 163 questionnaires were retrieved and used for the analysis, making a total 
response rate of 70.56 percent. The unit of analysis for this study is organisation. Responses were collected 
from Chief risk officers and top level managers of the sampled organisations. Partial Least Squares 
Structural Equation Modelling (PLS-SEM) was used with the aid of SmartPLS 2.0 statistical software to test 
the hypothesis. The study utilized measures developed by previous studies to measure the study variables. 
The ERM implementation scale developed by Lai (2012) was adapted to measure the construct in the 
context of the Nigeria. Also, to measure organizational innovativeness, a scale developed by Ammann, 
Oesch and Schmid (2011)  was adapted. The financial and non-financial measures were adapted from 
Gates et al. (2012) and Rettab, Brik and Mellahi (2009). All the items were rated on 5-point Likert scale. All 
the items adapted were found to be suitable and reliable as they all have high Cronbach alpha. Hence, an 
“outside in” approach was used and tested in Nigerian financial industry (Tsui, 2006). 
 
DATA ANALYSIS 
The results of the analysis is divided into two: measurement model assessment and structural model 
assessment. 
Assessment of measurement model 
The model was assessed based on two PLS assessment criteria suggested by Hair et al. (2014). For the 
measurement model assessment, we used average variance extracted (AVE) and composite reliability (CR) 
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Table 1  









ERM Framework .588 .895
RMF1 .754  
RMF2 .799   
RMF3 .829   
RMF4 .801   
RMF5 .681  
RMF6 .727  
Financial Firm Performance .515 .809
FFP1 .680  
FFP2 .796  
FFP4 .702  
FFP5 .687  
Non-Financial Firm Performance .708 .906 
NFP1 .835   
NFP2 .900   
NFP3 .803  
NFP4 .824  
Organisational Innovativeness .608 .885 
OIN1 .812  
OIN2 .853  
OIN3 .782  
OIN5 .719  
OIN6 .722  
    
Second Order  
FFP .765 .588 .741
NFP .769   
Note: ERMI=Enterprise Risk Management Implementation, OIN=Organisational innovativeness, 
FFP=Financial Firm Performance, NFP= Non-financial Firm Performance 
 
The AVE for each of the constructs is greater than 0.5 while CR exceeded the threshold of 0.7  (Henseler, 
Ringle, & Sinkovics, 2009). As such, it is clear that model has met the threshold of internal consistency 
reliability (see Table 1).   
 
Table 2  
Latent Variable Correlations and Square Roots of AVE 
Constructs FFP NFP OIN RMF
FFP .718
NFP .056 .841
OIN .055 -.117 .779
ERMI -.004 .260 -.066 .767
Note: ERMI= Enterprise Risk Management Implementation, OIN=Organisational innovativeness, 
FFP=Financial Firm Performance, NFP= Non-financial Firm Performance. 
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Secondly, a discriminant validity test was conducted as suggested by Fornell and Larcker (1981) to ensure 
that all the construct are distinct (see Table 2). As shown in Table 2, the square root of each of the 
construct’s AVE (the square root is in bold) is greater than its highest correlation with any other construct. 
The measurement model provides satisfactory evidence of reliability, consistency, and validity of the 
measurement scales. Hence, the assessment of the measurement model confirms that the survey items 
are reliable and valid. 
 
4.2 Evaluation of the Second Order Construct 
The dependent variable is conceptualized to consist both financial and nonfinancial dimensions, as such 
the performance construct was assessed as a second reflective-reflective construct. The essence of 
considering this construct as a second order is to reduce the complexity of the model. Earlier, a repeated 
indicator approach was used where the indicators of the lower order constructs (LOC) (i.e. financial 
performance, nonfinancial performance) were repeated on the higher order construct (HOC) (Firm 
Performance)  in order to obtain the latent variable scores (Becker, Klein, & Wetzels, 2012; Ringle, Sarstedt, 
& Straub, 2012). These latent variable scores were used to estimate the structural relationships between 
the exogenous variables and the dependent variable. The EVE and the CR of the second order construct 
were reported in Table 1. 
 
4.3 Structural Model Assessment  
The model structural assessment established the way in which the empirical data support the theoretical 
propositions. As such, multicollinearity diagnostic test, the path coefficients, the coefficient of determination 










Tolerance and the variance inflation factor (VIF) values are among the most relevant and reliable test of 
multicollinearity (Hair Jr, Black, Babin, & Anderson, 2010). The values for the tolerance level is between 
0.806 and 0.815 substantially greater than 0.2 and the VIF is less than 5 (it ranges between 1.241 and 
1.227). The values are within the recommended threshold indicating that multicollinearity problem does 
not exist in this study (see Table 3). 
 
Table 3  
Tolerance and Variance Inflation Factors (VIF) 
Constructs Tolerance VIF 
RMF .806 1.241 
OIN .815 1.227 
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Hypothesis Relationship Beta Value
Standard 
Error t value p value
H1 ERMI -> FPERF .194 .078 2.476 .014
H2 OIN -> FPERF .277 .089 3.093 .002
H3 ERMI * OIN -> FPERF .204 .085 2.401 .018
ERMI=Enterprise Risk Management Implementation, OIN=Organisational Innovativeness, FPERF= Firm 
Performance. Note: ***Significant at 0.01 (2-tailed), **significant at 0.05 (2-tailed) 
 
To test the hypothesized relationships, the study utilized partial least squares structural equation model 
using bootstrap procedure. As indicated in Table 4, the analysis indicated a significant positive relationship 
between ERMI and FPERF (β = 0.194, t value= 2.476, p<0.014). Hence the hypothesis was supported. 
Similarly, the second hypothesis predicted that there is a relationship between OIN and FPERF. As 
expected the hypothesized relationship was supported (β = 0.277, t value= 3.093, p<0.002). Similarly, the 
third hypothesis which predicted that OIN moderates the relationship between ERMI implementation and 
OIN was also supported (β = 0.204, t value= 2.401, p<0.018). As expected, the relationship is expected to 
be stronger for firms with high OIN than firms with low OIN. Apparently, all the three hypothesized 
relationships were supported empirically. 
 
4.3.2 Coefficient of Determination (R2) 
The R-square value assessment is one of the most commonly used criteria for assessing a structural model 
of the endogenous construct (Hair, Hult, Ringle, & Sarstedt, 2014; Joerg Henseler et al., 2009). The 
coefficient of determination (R²) represents the proportion of variation in the dependent variable(s) that is 
explained by one or more predictor variable. Hair, Sarstedt, Ringle, & Mena, (2012) contended that R² value 
of .2 is considered high for some social science studies. Again, Murphy, Myors and Wolach (2014) 
considered the R-square value of .01, .10  and .25 as small, medium and large. In the present study, the 
result shows that the R² value of firm performance (.189) is medium. The value is an indication that the two 
variables included in the analysis jointly predict 18.90% of the variation in firm performance.  
 
CONCLUSION AND DISCUSSION 
As anticipated, the relationship between ERMI and firm performance was found to be positive and 
significant. These empirical findings coincided with the results of previous studies that found ERM 
implementation to positively influence firm performance (Bertinetti et al., 2013; Gates et al., 2012; Hoyt & 
Liebenberg, 2011; Lai & Samad, 2011; Laisasikorn & Rompho, 2014; Manab & Ghazali, 2013). Apparently, 
the findings validate the formulated hypothesis. Generally, the result provides further support for extending 
the resource based view theory to enterprise risk management as a strategic resource that improve firm 
performance. Therefore, this study indicates that ERMI as an effective risk management strategy enhances 
the performance of financial institutions in Nigeria. In summary, the result indicated that financial institutions 
need to have the capacity to put in place an effective risk management program to guard against 
uncertainties and at the same time exploit more business opportunities. 
The aftermath of the global economic meltdown has made policy makers to raise the issue concerning 
whether firms embraced innovation in all aspects of their operations. From the findings of this study, it is 
clear that innovativeness is an important driving factor in the success of a firm. This position is consistent 
with previous scholars (Quinn, 2000; Riivari et al., 2011) who reported significant relationship between OIN 
and firm performance. Following the extant literature, one can argue that most innovative organisations are 
those that can genuinely deal with risk and establish an agile organisation that is capable of exploiting 
today’s dynamic business environment. 
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5.1 Implication of the Study 
The study has some practical implications for both theory and practice. Theoretically, the study has deviated 
from the use of a dummy variable as a proxy to ERM implementation. Using a perception scale may enable 
researchers to carry a more in-depth analysis concerning ERM implementation in organisations.  
Additionally, this study has contributed to the literature by empirically examining the influence of ERM in 
the context of the financial sector in Nigeria. Before now most of the studies on ERM in Nigeria are 
conceptual in nature proposing the need for firms to implement ERM (Fadun, 2013a). Likewise, this present 
study contributed to the ERM literature by reducing the mixed results reported by previous studies (Abdullah 
et al., 2012; Bertinetti et al., 2013; Togok et al., 2014). The study established a significant interaction effect 
on the relationship between ERM framework and firm performance. Hence, the study recommended the 
need for firms to embrace innovation in all aspect of their operations. 
Having established that ERM implementation provides an opportunity for firms to easily spot bottleneck 
zones and instantly take drastic measures. As such it is logical to argue that firms should not hesitate to 
commit resources in ensuring effective ERMI within their management structure. Also, given the huge cost 
of economic distress, Lai and Samad (2011) indicated that ERM implementation significantly reduces the 
cost of financial distress; lower the cost of external financing, improves the firm’s credit rating, reduces 
informational asymmetries, and reduce agency cost. Secondly, the rate at which a firm accept new ideas 
enhances the confidence of management and by extension boost the trust of customers. Thirdly, the study 
indicated that being innovative does not only improves firm performance but further strengthen the 
relationship between ERMI and firm performance. 
Despite the numerous contributions of this study, the study has some limitations. Firstly, this study covers 
only the Nigerian financial sector where a series of reports confirmed weak risk management practices. 
Hence, future studies may empirically examine the ERM practices of other sectors of Nigerian economy 
(e.g. constructions, manufacturing etc.). Secondly, this study was conducted after the global economic 
meltdown period. Other studies may examine the periods prior to the crisis to have a longer period 
assessment of the risk management practices of the financial institution in Nigeria. Again, this study utilized 
a cross-sectional survey in which responses were taken at a single point in time. Therefore, the cross-
sectional design may not enable researchers to prove causal relationships between the study variables 
(Sekaran & Bougie, 2010). Since the data for this research was collected at one point in the term it might 
not reveal a long time behaviors or relationship among the study variables. Future studies may consider 
using a longitudinal design for a better understanding of the development of risk management practices in 
the Nigerian financial sector.   
Conclusively, the implementation of an integrated approach to risk management is becoming the concern 
of any business enterprise. It can be affirmed that though the degree of risk management actions varies 
among companies the study investigated, the majority of financial institutions have realized the benefits of 
ERM initiatives. Hence, the study recommended the need for firms to consistently embrace innovation in 
all strategic business decisions. Conclusively, the study identifies ERMI and OIN as critical variables to 
improving firm performance in the Nigerian financial industry. 
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